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FOREWORD

This report deals with recent reforms in Soviet industrial
management and is a companion report to CIA/SC /RR 149, Manage-
ment of the Soviet Industrial Enterprise, 7 August 1956, TOP
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CIA/SC/RR 155
(ORR Project 41.915)

' RECENT REFORMS. IN SOVIET INDUSTRIAL MANAGEMENT*

.Summary: and Conclusions. ...

Since the death of Stalin the USSR has undertaken a number of
administrative reforms for the purpose of increasing managerial
initiative and efficiency. Growing manpower shortages have led
to the attempt to transfer personnel from administrative to produc=
tion jobs in order to improve the ratio between white-collar and. -
other workers. The reform program has included streamlmmg
managerial structures and reducing staffs, simplifying plans and .
planning procedures, delegating more control over. operations to .- . A E
enterprise management; and transferring several ministries from
All-Union to union-republic status.

The national pla.nnmg process was mmphﬁed by reduc1ng sub- :
stantially the amount of detail referred from lower administrative
levels to the central specialized agenmes -~ Gosplan, - Gosekonom-
komissiya, and the Gouncil of MinisPérs -~ for approval.. Much of .
this detail now is included only in Soviet ministerial plans -and not
- in the over-all economic plan.. By 1953 the plans of many chief -
directorates and enterprises also had been simplified. These re-
forms made it possible to transfer certain functions and responsi-
bilities from. higher to successively lower managerial levels.
Ministries began to play a more important role in planning.. :Enter-
prises, however, did not begin to assume an authority comparable-
to their responsibility for plan.details and plan formulation until
the 1956 Plan was being formulated, and even then their actual in-
fluence:still was small. '

* The estimates and conclusions contalned in this report represent ) §
the best judgment of ORR as of 1 September 1956. ‘ 7R




As in planning, the relaxation of central operational controls
first became noticeable at the ministerial level, which received
increased discretionary authority to schedule production‘and’ dlS= S
pose of resources. Following this, the powers of enterprise: i
managers were increased, and recently they were given the r1ght
within specified limits to change technological processes, to alter
internal tables of organization;’ to: ‘carry over wage funds into subs
sequent plan quarters, to spend workmg capital for repairs, to
dispose of surplus materials, and to accept independent purchase
orders from other enterprises and.organizations. These changes
may be expected to improve Soviet industrial management.

- Another development:in the teldxation of .central operational-
control has.been the establishment of regional ‘centers of authority
through the changeof 12 All-Union ministries to. union- ¥épublic -
status. * In the industries concerned, ‘important regional.centers
of production'are now under ministries: at the republic¢ level. Ma.ny
responsibilities formerly dispersed among several independent or-
ganizations in the field:as well -as in Moscow have beéen thus brought
under-a single local authority.  Moreover, .many staffs and orgamza=
tions, central and local, were. either el1m1na.ted or consohdated

The establishment of union«republic ministries resulted in a
reduction in the supervisory apparatus of the parent ministries and
the transfer of a number of functions and powers from Moscow to = - -
the republics. This decentralizatiorshad:less -to do mth'pollcyméking
than operatmns, .where the delegatmn of respons1b111ty is: substa,nt1a1

* The reorgamzatmn of these rmmstnes from All Umon to umon-repubhc

status.meant. establishing subdivisions of them in one or more reé< .

publics.and,  consequently, increasing the -authority and re sponmbihty
of these republics while:simultaneously: decreasing the central rmms=
terial apparatus in Moscow.. .In:the US, for example, if the national -

government were to give 'the State of Tennessee a.certain'degree of -
- operational control over the ‘Tennessee Valley Authority, -the change -
would be roughly analogous-to this organizational change. in the USSR.:
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The newly created ministries in the republics are, in fact, handling
more and more of the administrative details required in the super-
vision of production.

The attempt to reduce certain central controls has brought the -
Soviet government face to face with the difficult task of st1mu1atmg
lower level initiative without undermining discipline, of creating.a
sense .of participation among managers without giving them the right
to challenge basic policies, and of encouraging managerial reform
without.allowing an unreasonable (from the central point of view)

. amount of freedom of action. Consequently, agencies outside of the
formal managerial hierarchy, such as the State Bank, the Ministry
of State Control, and the Communist Party have been directed to
intensify their surveillance of industrial management. This may.
partly offset the liberty of action granted to ministries and plant
d1rectors by the reform measures. '

I.. Introduction.

Bégiﬁningrin 1953, reforms in Soviet industrial management were
gradually introduced which, by the s¥mmer of 1955, had developed

into a broad program for the correction of a number of shortcomings. .

This program stresses the following: (1) accelerating technological
improvement; (2) achlevmg a more rational geographic distribution
in Soviet industry; (3) raising labor productivity, not only by tech-
nological means, but also by revamping the whole wage and incen- -
tives system; and (4) reforming the industrial planning procedure in
order to eliminate waste and inefficiency. ' ‘

The importance which Soviet leaders attach to these policies is
indicated by the fact that they have been incorporated within the Sixth
Five Year Plan (1956-60) and that several high-level agencies have
been created to supervise important aspects of the program. The
production targets of the Sixth Five Year Plan are based on the
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expectation that this program will help to increase output in the
existing facilities to such a degree that the ach1evement of plan
goals ‘will be famhtated S I L
Sovxet leaders have pubhcly recognized sinceé the death of Stalm
that serious defects in industrial planning and management had de-
veloped as a result of overcentralization during the war and the sub-
sequent period of reconstruction: On many occasions-they have
publicly acknowledged. that these. practices tended to'discourage the
initiative and flexibility of management at the production level ‘and
to divert substantial resources and personnel to unp:roductlve activi~
ties in the staffs and departments of the-admirnistrative management
h1erarchy The reform program was des1gned to correct thas s1tuat10n.

The program of managerial reform attempts to cut down on
wasteful administrative practices and to decentralize certain ad- -
ministrative functions.. Detailed central planning for specific enter-
prises and local areas, the central hiring and firing of personnel for
the lower levels, and a general lack of sufficient authority an.the
part of managerial officials below the Council of Ministers level -=
from ministers to plant managers -- have, for example, received.
particular attention. A

Soviet decentralization may involve two distinct approaches.

- First, the authority tomaRe.certaindecisions maybe delegatedto subordi-
nate organizational units -~ that is, <functional decentralization. A
minister in Moscow, for example, may delegate some of his- powers
to the head of one of the chief directorates of his ministry. Second
the decentralization may be primarily geographical in nature. == for"
example; the Minister of Ferrous Metallurgy, USSR,-may delegate:::
some: of his dec1s1on-mak1ng power to the :Minister of Ferrous Meta1=
lurgy in the Ukrainian SSR.: Decentralization would then result in
the establishment of more than one policymaking ‘center.for..setung _
targets and controls for lower organizations. These centers of
policy would have at least limited power to estabhsh and pursue
dlvergent procedures if not pol1c1es. : S

i
i
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In current Soviet usage, decentrahza.tion is a limited concept .
which is applied to operational management more than to broad
policymaking. . Historically, a high degree of centralized manage-
ment has been the guiding principle of the Soviet economy. In the
absence of the price system as a governing factor in investment
determination in the USSR, the central determination of investment
policy is the indispensable substitute. The technique of allocating’
investment from Moscow makes necessary the central determina-
tion of both procurement and sales of goods and commodities.

- Soviet officials therefore give no consideration to the theory that
the central government should relinquish its power to issue guiding
directives on economic planning, to allocate resources,:to: establish
basic plan: quotas, to select managerial personnel, to organize

checks and controls over plan implementation, and to order measures .

for removing shortcomings in production. The Soviet system is
based on the assumption that basic policy decisions concerning the
allocation-of resources as well as the power to establish economic
targets and to supervise their execution will continue to be the pre-
rogative of the central government. Intermediate or lower mana-

- gerial levels are not being given the authority to establish or pursue
economic targets which differ from those established by the central
authorities. Lower Soviet managerial organs, however, are bemg
given somewhat greater discretion in determining how the economic
resources under their control can bq used to fulfill plan quotas.

The current Soviet approach to manageria.l reform is thus an
attempt to'set up a local area of authority more compatible with
local responsibility in the productxon process. Soviet leaders now
hold that the central authorities should concern themselves only
with central or major responsibilities -- otherwise, they are en-
cumbered with administrative detail-and the managerial hierarchy
is complicated and confused. By permitting managerial personnel
at the scene of operations to decide more of the. detailed questions
in-the formulation and implementation of production plans.and by -
restricting higher officials to the solution of fundamental problems,
it is expected that greater efficiency and flexibility in management,
increased productivity, and more efficient use of resources will
be achieved, The methods employed to achieve improvement involve,
therefore, a realignment of the existing balance between direct and
indirect controls rather than a fundameéntal change in the system of
- Soviet management.

-5-
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II. ,Developments in Managerial Reform.

A, Slmphﬁcatmn of the Manager1a1 Structure a.nd Reductmn
of -Staff. ' : Co SR

: So_v1et pohcymakers have attempted to eliminate super-
fluous administrative links between the central and the local, or -
production, levels of industrial management and to consolidate
staffs within the ministries which perform similar functions. -They -
also have tried to reduce -the number of workers engaged. in super-

‘visory and clerical activities.. Elaborate organizational structures - °

and overstaffing were criticized even under Stalin, but the distin-
guishing feature of the new regime's program is that it is vigorously
compelling all levels of the managerial h1erarchy to corrective - *
action. 1/* : ' :

,The administrative weaknessés which have been most fre- -
quently attacked in the USSR are the following: 'a confusing, multi-.
stage ministerial chain of command extending downward from the.
minister through the chief directorates, regional directorates and -
associations, combines, and trusts to the individual producing enter-
prises 2/; a great number of sales and supply organizations at’ all .
levels of the hierarchy; and numerous and varied central ministerial
departments, all of which have had a*hand in directing field opera--
tions in such matters as construction and repair.

S1mp11f1cat1on of the structure of the higher echelons of
control was the first step taken to correct these deficiencies. 3/
The Minister of Finance, Zverev, announced by late 1954 that --
in 46 ministries and departments -- about 200 chief directorates
and independént divisions, :147 trusts; 898 supply organizations,
4,500 offices; and numerous smaller subdivisions were being elimi-
nated. 4/ He also claimed that the administrative staffs of the Soviet
ministries and departments had been reduced 20. 6 percent between
1952 -and 1954 5/ . S

* . For serially numbered source references, see Appendix E.

-6 -




Also in 1955, increased attention was given to the reorgéni-;:
zation of republic ministries and directorates and of enterprises .
and the local governmental apparatus. 7/ | 5

|
] The establishment of union-republic minis-
ries brought a significant consolidation of authority in the geographic L
areas concerned and notably reduced the number of independent ser- : m
vice and support organizations operating as separate entities. %% '

- Simplification of the managerial structure made it possible
to reassign some administrative personnel tb production activity:

A Council of Ministers decree of 31 December 1950 (under: Stalin)
ordered a 5-percent reduction in the administrative staffs and ad-

~ ministrative wage funds of all organi%ations - 9/ In 1953 the new
leaders ordered another flat 5-percent reduction in administrative-
management personnel and expenses. 10/ Personnel released from
administrative assignments were to be transferred to direct produc-
tion activity. Throughout 1954 and 1955 there were indications that
these decrees were being enforced and that reductions were being .
made in both administrative tables of organizations and wage funds. 11/

‘ T'he. effectiveness. of the Soviet drive to transfer nxanagerié,l-
personnel to production jobs is rather difficult to appraise. Late in
1954, Vulkov,:Chairman of the Council of the Union of the Supreme

* :See Appendix A.
*%.See III and IV, pp. 18 and 24, below, for a fuller discussion of
this development. o " ' ' '

-7 -
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- Soviet, USSR, indicated to the Yugoslav ‘ambassador that the total
number of persons released from the state dpparatus mightbe -
more than 1 million. :12/- There were,- ‘however, numerous cbm-
plaints during 195455 that administrative personnel released by v
one organization found similar jobs elsewhere, and the reductions:
were carried out'by abolishing unfilled positions or by changing '
job titles without changing the functions of the: employees ‘concerned. 13/
One .recent: report indicates’ that salaries of adxnnustratlve and pro-
fessional classes in-the USSR are being cut drastically in order. to '
discourage resistance to the government's’ policy of redicing the’
administrative apparatus. 14/ In his budget speech to the Supreme
Soviet in‘December 1955, Minister of Finance Zverev announced
that in the preced.lng 2-year period (1954-55)'the number of persons
employed in the administrative apparatus of enterprises, establish<’
ments, and organizations had been reduced by nea.rly 750 000, a.t an
annual savmg of 7 2 b11hon rubles. 15/ : =

- B S1mp11f1cat10n of Plannmg

i

Sov1et leaders have sought to improve planning by directing
the:spécialized planninhg dgencies to concentrate on fundamental
problems: of economic development and the current operatlon of the -
economy and by relegating to lower managerial levels the respons1-
bility for-detailed planning.  This diYective was 1mp1emented by '

- dividing the old State Planning Committee (Gosplan) in 1955 into’ = -
a.State Economic Commission (Gosekonomkormsmya) and a State -
Planning-Commission (Gosplan), which were made: responsible for
short-term and long-térm planning, respectively. The responsibility
for ‘the- economyrwide plamung of production spec1alizat10n ‘was cen- -

_tered in these new planning agencies. They were also given the task

. . of improving the general-distribution of productive forces in the

USSR. 16/ The State Economic Commission was directed to estab-
lish: "a strict control over timely deliveries and ‘inter-departmental
cooperation. ' 17/ In this manner these specialized agencies were .
made immediately responsible for specific planning problems re- -
lated to important phases of national economic planning.

Simultaneously, planning responsibilities of less general
significance were transferred to intermediate and lower managerial -

-8 -




levels. Beginning in 1953, an effort was made to simplify the
national plan.and to reduce the amount of detail referred.to ‘the

- central planning authorities for approval. In line with this -policy,
the number of products listed in the national plan for industrial
production in 1955, for example, was reduced to one-third of the
number included in the 1953 Plan. This meant a reduction from
5,000 to 1,700 items. 18/ Between the 1954 and 1955 Plans alone,
the list of products was reduced by 52 percent. 19/ Specific items
eliminated from the production plan include industrial products
consumed by a single iministry and not in short supply, products of
regions or republics intended primarily for local consumption rather
than for regional economic development, and goods produced by
small subsidiary enterprises such as those attached to construction
organizations or departments of workers' supply. 20/ The national
plan continues to include all products not produced in sufficient

. quantity to meet the demand of all sectors of the economy.’

... . Similar reductions of detail were made in other sections . [
of the national plan.. Between 1954 and 1955 the total number of ' o
detailed estimates included was reduced by 46 percent. 21/ The - .
state supply plan, for example,.no longer lists products manu- * -
factured. and. consumed in-a single 'branch of industry.or having‘a
small number of consumers. Categories of allocated equipment .

- and the list of organizations for which allocations are prescribed
were reduced. 22/ Likewise, limits*for manpower and the wage
fund were set for. ministries as a whole with a minimal breakdown ..
by basic branches in the labor plan for 1955. ‘Only the wage fund
and the number of laborers were specified. 23/ Details related
to such matters as on-‘the-job-tr'ainirvxg were?l'iminated.completely.

_ The capital investment plan was simplified by redefining
above-~limit projects -- that is, projects which req\iireﬁspecial
approval from the Council of Ministers because of the. size of the" _
expenditure involved. Before the reform, projects~-costing above
the range of 1.5 to 10 million rubles, depending on the type of .
Project, required specific approval from the Council, but now the .
‘range of expenditure not requiring Council approval has been raised.
from the previous level to from 5 to 25 million rubles. This in-
crease in permissive expenditure reduced the number of above-limit

-59-
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projects by 40 percent during 1954_2:1_/ The ‘expenditure limit for
m\inic_ipa.l_v éonstruc_t_iqn-projects requiring Council approval was

raised from-5 million’to 10 million"rubles in the :1955 Plan; ‘and housing
. construction was eliminated from-the: list: 25/ ‘Apart from spec1f1c
costs; however, plans for the regional" distribution of new: ‘enter- -
prises and the size and- type to. be bullt st111 requlre Councﬂ

‘a.pproval W : :

Deta1ls e11m1nated from the nat10na1 plan are now deter= -
m1ned at the ministerial or a‘lower level. ' The plan. S1mp11f1cat10n
thus brought a substantial increase-in the planning prerogatives of
industrial ministers. In recognition of-this fact, they were granted
a number of specific,powers. . With the consent of the State Planning
Commission, USSR, * industrial ministers may now change pla.ns
for their subordinate units.in the various republics, krays, . and
oblasts of the RSFSR to produce specific types of products, W1thout
formally amending the over-all plan. 26/ Ministers may also modify
‘the financial plan for production of individual itefns in‘a given quar-
ter, within a limit of 2 percent of the total authorized amount, with-
out formally; changing their budgets. 27/. In addition, they-have been
given greater discretion in reallocating the working capital of sub<:
ordinate.organizations,- transferring credits, and determ1mng thelr
own needs for capital repa1r of flxed assets. 28/ R

M1mster1a1 control over the planmng and ut111zat1on of
matenal, labor, and financial resources similarly has been broadened.
Beg1mung W1th .the 1954 Pla.n, allocat1ons of: materla.ls and supphes to

.....

tr1but1on among subordlnate orgamzatlons 29/ The- 1955 Plan' intro-
duced similar practices with respect to manpower. Only the total
number of laborers and their.wage fund was:specified centrally, and
each ministry determ;lned its own needs for. eng1neer1ng=techmca1
clerical, and other categories of perscmnel w1th1n the general 11m1ts
of itg labor plan. 30/ L Shan ol L T T Tl A

* The State Economm Comrn1ssmn would now - presumably examine . -
proposals for changmg current: productmn plans. R R

=10 =
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_ The Central Committee of the Party and the Council of A
Ministers, by Decree No. 1422 of 5 July 1955, gfanted_enterprises;.
the right to participate in formulation of Fi e Year Plans. 31/ The
official line for many years has been to urge enterprises to take a
more active role in drawing up Five .Year Plans, butpreviously;,no_;
effort was made to provide them with the powers necessary for
effective participation. The new policy of simplifying planning was
also extended to the enterprise level.. The ministrieswere in- =+ -
structed to. reduce .the number of forms and details in the annual
technical-industrial-financial plan of enterprises. Moreover, the
- Procedure for ratifying the enterprise plan was improved. Enter-~
Prises now submit a draft plan to the ministries which contains . . ..
estimates and proposals relating only to basic factors such.as pro--
duction in monetary and physical units, the number of workers and -
employees, the wage fund, and the pi'ojected increase in labor pro-
- ductivity. 32/ The draft is signed by the director, by the secretary,
and by:the chairman of.the -plant,.party, and.trade’ union.cormimittees, ;
res'pe_ctively. ‘The latter two officials may formally dissent from %
the recommendations of the director. 33/ After the basic goals of ‘
the plan have been approved, the details of the.complete technical -
industrial-financial plan are worked out by the enterprise.and
a_pp’r.dved by the dir_efcto.‘r, The final plan is then sent-to. the minis-.
tries for:control purposes. . : ’

~_Enterprise directors have a¥so been granted the rightto
establish and change internal tables of organization and, upon con-. .
- sent of their plants' customers, to modify quarterly production . = |
plans for finished items, except those which are mass produced. 34/

The implementation of planning reforms has proceeded some-
what siowly. ‘National considerations necessarily take precedence, ,
and in dealing with a number of local problems the Soviet. government
is still somewhat reluctant to relax central controls. . By Order No.
12053 of Novembher 1954, for example, the Council of Ministers, ..
USSR, restricted the authority of Soviet ministries and departments
and of councils .of ministers in the republics to redistribute appropria-. -
tions. and to change the volume of capital investment in approved .. .
annual plans. -35/ The order specified that in the future such changes

-11 -
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could be made only on the- authonza.tlon ‘of the Council of M1msters,
USSR. -‘As recently-as’ February 1956, ‘Saburov, head of the State “""f
Economic Comrmssmn, indicated that ovetrriding natmnal con81deran
tions frequently haveée caused the Council ‘of Ministérs to alter the -
more: narrowly concelved mlmstena.l dec1s1ons and recommenda-
t1ons 36/ o e e ‘ : B
In spite of these restrictive tendencies, however,’ the recent
emphasis has been on carrying through the transfer of* planmng func-
tions from the Council of Ministers and the- planmng commissions to
the ministries.  The latter now exercise greater ‘control over’ the e
plans and allocation of resources to subordinate orgamzatmns. 37/
They also have béen urged to show greater initiative in- exercising™
their new- powers. In November 1954 the M1mster of Fmance, USSR

......

ters ‘quéstions which they had the authority to.decide for themselves. 38/
At'the XXth Party Congress in February 1956, Saburov madé the

same" cr1t1c1sm, but indicated that he thought the s1tuation was 1m="' .
provnng i 39/ : CES S e e s

The success of the: planmng reforms-at the enterprlse leVel,
however, is ‘more uncertain. ' In November 1954 the Minister of
Finance, USSR, acknowledged that excessive detail and supervision -
still characterized the planmng proeéss under many ministries. 40/
Participants in the Industrial Workers Conference in the spnng and
summer of 1955 and in the July session of the Plenum of the Central”
Committee of the :Communist Party s1m11ar1y complained that free-"
dom of action of enterprise ‘managers was still unduly restricted.” *

‘The high-level emphasis on compliance with the mana-"""
gerial réforms accelerated the planning process, and the 1956 Plan
‘was ratifiéd by the Council of Ministers as early as 16 November '
1955. 44/ i

-12 -




C. Relaxation.of Central Operational Controls.

The 1mmed1ate ob_)ectwe of the current managerial reforms
is to diminish excessive centralization not only in .planning but also
in many types of managerial control. The new approach is to in-
crease.the freedom of action of agencies and persons engaged in
the direction of production. This applies to ministries, which now.
exercise greater-control over.their. supplies: and: manpower, as well
as to directors of 1nd1v1dua1 enterpnses.,

In Apnl 1955 a number of key industrial managers were

called before a meeting of the full Party Presidium for consultation

on the position of enterprise directors. .45/ In the following month,
some of them (apparently with the support of key Soviet leaders)
complained v1gorously about lack of powers at a national conference
of industrial persannel. 46/ Their principal complaints were sum-
marized by Bulganin in his report: to the July Plenum of the Centra.l
Committee of the Communist Party, -as follow3' AR

At present the director of an enterprise does

- not-have the right to spend funds on the imple-~
: mentatmn of organizational technical measures"

. connected with the -introduction ‘of advanced. tech-
nology and rationalization proposals. He is de-
prived of the possibilit}' of acquiring, on the

. account of turnover funds, inventory and minor.
equipment required for production... The rights
of the director of an enterprise regarding the
establishment of personnel lists and the utiliza-
tion of the wage funds allocated for this purpose
~ have been excessively restricted. The director
) -of a plant cannot independently accept and execute
; orders placed by other organizations even in those
. o cases when some productlon sections of the plant
' are not working to capacity and the order could
be executed without harming the basic program of
the enterprise. There are other questions as well
which at present have been removed from the com-
Petence of the director who,. however, should be .
given the right to decide them.

- 13-
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A.restriction: of the rights of directors of enter-

prises results in a lowering of thelr respons1b111ty

for the state product1on. 47/ = Cou
Bulganin a.-l'so »empha.sized the need foir. inc’reasin’g the authority: of
foremen; and the:Party Plenum'adopted a‘’resolution stréssing the
necessity for "widening ... thé powers of directors, heads'of ‘-
shops and foremen: in enterprises." 48/ - A special-commission’
was set up to draft a new statute dealing with the powers o6f‘enter+
pr1se dlrectors. 49/ '

.-:; o

'I‘he h1gh=1eve1 1nterest in th1s problem has’ a.lready brought
seve.ral concrete reforms. By Order No. 2879 of 8 April 1955, the -
Council-of Ministers, USSR, e‘rnpowe‘red"e’nterprié‘es to sell' surplus
materials and supplies: 50/ The entérprise manager also has been
authorized to accept from other enterprises and organizations ‘in-
dependent. purcha.se orders which cover the:production of goods -
from raw materials and stocks of the customers of ffom materials -
and production waste of the enterprise, provided that their use does
not interfere with the production plan. 51/ The eﬁt'e’rprise manager
may now change technological processes in the production of in-
dividual parts; .on condition that this will not result:in an impair-
ment of.quality, anincrease in production costs, or a change in
established technical specifications «~62/ Finally, enterprise
management has been authorized to alter the structure and staffs
of shops and other internal divisions within the general limits of
the labor plan, t6.carry over wage funds from one quarter to sub-
sequent quarters of the:same year; to spend:working capital for
capital repairs up to the limit of 500 rubles, ‘and te exercise more
discretion in us;tng a551gned funds. 53/ ¢

- sThe. i’ntroduction«of‘.addi‘tional reforms» can be-expected as
work progresses on a‘planned Statute for the Rights of Enterprise
and Trust Managers. *::Soviet management analysts: recently have
suggested more.far- -reaching reforms. They.stress the need for
removal.of,rgstrgctlons on the Afreedom Ao-f'en'terp'rise directors to

LoE

* As la.te as. December 1955 the spec1a1 comm1ss1on ‘on the new
statute was still preparmg the draft. Sy Dot st b
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introduce technological improvements on their own initiative, for
even with his new powers the enterprise director may spend work-
ing capital for such purposes only up to a limit of 500 rubles.’ 54/
This proposal, howewer, may encounter. re51stance, for sucha -
restriction clearly indicates that Soviet leaders are reluctant to
weaken central control over investment.

Soviet analysts also have .proposed that the sharp distinc-

tion between fixed and working capital should be abandoned and that

enterprise directors should be given much greater control over

 their free working capital and should be pe'rrnitted to use funds:allo-

cated for investment or capital repairs without ""petty tutelage" by -

. financial organs. 55/ It also has been suggested that ministries

should be perm1tted to reduce the production plans of enterprises

in order to make up for initial losses incurred in mtroducmg tech= -
nological changes. Other regulations which have come under attack
are (1) the exclusive right of ministers to authorize the transfer or
dasmanthng of equipment, (2) the right of f1nanc1a1 ﬁgans to fix
wage rates, and (3) the former mandatory limits on tables of or- -

ganmatlon and wage funds for enterpnse adrmmstrat1ve personnel. 56/

The broader 1mp11cat1ons of this. problem are dmcussed
in an article’ which points out that reforms can have-little- pracncal
effect unless ministries and other- superv1sory organs are prohlblted

from interfering with the legitimate. act1v1t1es of enterprise’ directors.

The article,:theréfore, maintains that such superiors should have
no authority to restrict the exercise of initiative at the enterprise
level unless explicitly empowered to do -s0-by the Counczl of Mxms-.

’ -ters. 57/

It has also been pointed out that enterpriSe directors ‘are:

‘not offered incentives commensurate with the initiative expected -

from them. They do not receive higher remuneration for producing
high-quality as against low-quality goods.. 58/ Moreover, although
encouraged and sometimes even forced to 1mprove production. -
methods, they are penalized if the experimental introduction of in-
novations results initially in a drop of the annual produchon figure .
below the plan quota. When the annual plan provides for the intro-
duction of technological improvements and corresponding savings

- 15 -
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in production: costs, enterprise.directors have to béar the conse-
quences if the anticipated savings:do not materialize.. 59/ Thus:
they-have to assume-the full risk involved in technolog1ca1 progress
without being offered corresponding:-rewards in case of.success.-
Another practice which does not:stimulate managerial initiative is -
that of transferring above-plan profits.from efficient enterprises -
to enterprises making little or.no’:profits.

POSSlble solutmns to these shortcommgs are being investi-
gated W1threspect to.the:practice of draining off above-plan profits,
it has been recommended that ministries be ‘prohibited from altering
the working capital of plants after:the.plan has: been finally approved
and amended. : It has also been suggested that the redistribution of..
enterprise. fu.nds should be carried out or: supemsed by appropnate
f1nanc1a.1 organs other. than the numstry 60/ R

Implemenm,tmn of the new. pohcy of: reduc1ng centrahzan o
tion’ of manager_zal control has-proceeded:somewhat slowly. . ‘Re~. = .. %
strictive practices of-the kind which have been widely criticized ..+ -

- continued to prevail until: quite recently.. i [

—

.-Theachanges:already introduced, -
e TtEnION; glvcn DY TOp-SOvIet leaders to new pr'oposals ’for im=- .:;-‘2

of the Slxth F1ve Year Pla.n, however, mdmate that: Sov1et offn:lals p
intend to carry through the new pPolicy. i T vl e -

Y cent

- Soviet leaders are aware of the risks involved in reig.king
central controls in a planned economy.::Increases in the.discre-
tionary authority of intermediate-and lower management fobvioiisly: 3
carry with them the danger that decisions:may be. influenced by :
regional or local rather than national considerations. - Moreover; - ..

- relaxation of central.controls. .may mean:that:top administrators

will not’be cognizant of ‘actions:inconsistent with broader policy".
objectives.’' For:these .reasons, measures to.tighten.surveillance - -
by control” agenc1es out31de of the:- m1mster1a1 h1erarchy have

LA
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accompanied the above reforms.. A State Committee of the Council
of Ministers on Technology (Gostekhmka) was created in May 1955
to oversee the mtroductlon of automation a.nd other technological
improvements, 62/ and a State Committee on Labor and Wages
(Gosudarstvennyy Kom1tet po: Voprosam Truda i Zarabotnoy Pla.ty)
was estabhshed to supervise both a rev1sxon of work norms and '
the wage and 1ncent1ves system

Many of the emstmg control agenc1es also have been di-
rected to exercise greater vigilance in enforcing state economic
directives. In his speech to the: XXth Party Congress, Khrushchev
urged the Mlmstry of State Control, ‘USSR, ‘to improve its super-
vision over the executmn of Party and government decisions. 63/
Party comm1ttees repeatedly ] have been directed to give more
attention to production matters and to the implementation of central
policy decisions. 64/ Inthe Gor'kiy Motor Vehicle Plant, for
example, the Party committee forced the management to review
the 1956 Plan three times in order to find means of 1ncreasmg
productmn assignments. 65/ -

‘Trade unions and the banks have also been d1rected to
exerc1se greater: nglance over lower level managers. Gosba.nk,
for instance, by the Decree of 21 August 1954, has been gwen
greatly increased monetary control over enterpnses. : A.mong _
other things, Gosbank may now- 1mpd'se severe penalties on inef-
ficient enterprises which fail to fulfill their profit plans, By the .
- same decree, Gosbank has also been given more control over the
inventories of enterprises. 66/

These actions show that the aim of Sov1et leaders is to
achieve better orgamzed and more efficient a.genc1es ‘and methods
of control by relaxlng some central controls, but not by a complete
- abolition of control from Moscow. Central determination of basic
policy has been maintained, but part1c1pat1on in the decision-making
process has been w1dened and when partlcular c1rcumstances have
made it des:.rable.there has been a subst1tut10n of local for central
dec1s1on makmg. By th13 approach .Soviet pohcymakers may

reasonably expect to mcrease managenal flex1b111ty, to st1mula.t'e' )

- 17 -
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the 1n1t1at1ve of 1ntermed1ate and’ lower management, ‘to ‘reduce ad- -
ministrative costs, and generally to’ 1mprove 1ndustr1al efﬁmency :
Although higher officials have’ shown some’ réluctance to re11nqu1sh
some of their power, and the” t1ghtenmg of external controls such )
as ‘those exerted by the Ministry of F1nance, Gosbank and Goskontrol
may somewhat offset the effects of relaxmg central control, the
-Soviet leaders apparently expect to carry through a program of .
reform in the relat10nsh1p between central m1n1ster1a1 control and
local m1mster1a1 or enterpmse management

IIL 'Ministerial 'Reorganiz'ations.‘ o

“The reforms in planmng and operat10na1 management have been
accompan1ed by orgamzatlonal reforms at the m1mster1al level.
They have been essentially of two types == 1nterna1 adm1n1strat1ve ‘ _
simplification and change of the basic structure of m1n1str1es frém -
All-Union to union- republlc. Three Sov1et m1mstr1es underwent
rather extensive internal reorganization in 1954. These were the
Ministries of Internal Trade, the Timber Industry; and Industrial -
Consumer Goods. The obJect1ve was to improve the administrative
structure by mak1ng it more s1mp1e and flex1b1e and to delegate
more authorlty to lower. echelons of management ‘In"addition, I2-
Soviet ministries had their status changed from All-Union’ to umonn‘
repubhc. The chief purpose of this 'type of reorgamzat1on was to -
transfer some of the funct1ons of the parent m1n1stry in Mos cow to
the repubhc level ' ’ Sl

.A. . Internal Ministerial Changes.. . =~ & Jieid e s

In October 1954 the M1n1stry of Internal Trade was reor-
gamzed in order to 51mp11fy its’ structure, to e11m1nate superﬂuous
departments, and to decentrahze some of its" operat10na1 décision-
maklng powers. The" accompany1ng chart* descr1b1ng the’ changes”’"{
within the Ministry’ shows that a number of’ “chief d1rectorates, di- -
rectorates,' and offices were abohshed or reformed 1nto fewer or-=-"'
gamzatlons. It is’ noteworthy that those’ orgamzatwns apparently
best suited to republic’ control’ (department stores, dehcatessens,
and the like) have been 50 rélocated. Before the’ reorgamzatlon, A

*. See Figure 1, following p. 18.
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directorates and offices existed for various commodities:such-as -
tobacco and salt. Many of these organizations have been amalga-:
mated, and the functions of several others have been transferred: -
to more appropriate existing units-(such as placing the educational
establishments under the Directorate of Personnel ---a logical:.
move). In a followup ta this reorganization; virtually-all trade : -
enterprises subordinated to the central ministry were transferred -
to the Jurlsdmtmn of the repubhcs and to the local governments. 68/

In the first 9 months of 1954 there were a number of
minor reorganizations within the M1mstry of the Timber and
Paper Industry. These changes* involved transfers of some
subordinate units both within and outside of the: Ministry, the. .
consolidation of some organizations, the reduction of some ad-
ministrative-management staffs, the abolition of some directorates
and departments, and the regional decentralization of several units.
from Moscow to the field. This regionalization was a result of the
censure of the Minister of the Timber Industry for maintaining

chief directorates in Moscow which should have been located in
the field. : :

_ Late in 1954 and early in 1955 the Mmlstry of Industrial
Consumer Goods was reorganized because of complaints that it
had superfluous intermediate links of administration, that its
- managerial activities were confusea ‘and that its technical guidance’
of enterprises was inadequate. . For example, in one oblast, 6, 700
rubles worth of flax fiber were said to have been procured by a -
procurement apparatus costing 52, 000 rubles to maintain. §9/ The

reorganization®¥.resulted in the dissolution of.a-number of directorates

and subdivisions. ' The management personnel of the Moscow Minis~
try was reduced more than 50 percent. Finally, a number of direc-
torates were consolidated and simplified, and some local industry °
was removed from central control and placed under local jurisdic-
tion. 70/ Since these extensive reform measures did not put an end
_to criticism of the Ministry, in September 1955 it was broken up.
into a Ministry of Light Industry and a Ministry of the Textile Indus-
try. 7]3/ Evidently many problems within the industry persmted, :

* See Figure 2, followmg p. 20.
*%  See Figure 3, following p. 20.
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and on 30 May 1956 the 2 ministries were:again joined into- 1 Minis -
try of Light Industry. : The reorganizing decree noted that, with-: - -

certain-exceptions (artificial fiber, artificial leather, and indus=-:"

trial fabrics, and enterprises producing machines and. co__mponents
for these), enterprises of the Light'and Textile’Ministries would -

be transferred to the Jur1sd1ct10n of the appropr1ate ministries’in
the repubhcs. 72/ S o

The chlef ob_]ect1ve of the reorgamzatlons d1$cussed above _

was to improve managerial efficiency. ' The main techniques used
for this purpose. were the abolition of superfluous -and parallel ad-
ministrative organizations, the reduction of the 'central ministerial
apparatus, the transfer of some centrally.controlled organizations
to the control of republics, and the clarification of the managenal
chain.of command within the ‘ministries. :

~B.. All- Ulnion and' Union=‘ Republic Ministries..

Apart from the: above measures, a determmed effort has
been made to decentralize some Soviet ministerial functions by ::
changing the status of several All Umon m1mstr1es to union-
repubhc. s D ‘ ;

._.Soviet ministerial 'or.ganizaﬁon consists of three main = - . ¢
‘types. - The first-is ‘the All-Union. -Historically it has included  :.
ministries. of the heavy or basic-industrial category, such asthe .

Ministries of Heavy Machine Building, Defense Industry,. Chemical -

Industry, - and Shipbuilding. - "Some ministries engaged in basic ser- -
-z Vices have also been of the All- Union-.type. -~ éxamples are the .
Ministries of Foreign Trade- and of:Transportation. .The All«?U_nlo_n_r.«.-.

ministries:. are highly. centralized, and most of their operations.
are controlled directly from-Moscow, although occasxonally they
do possess a.few subordinate: f1e1d admnustratmns.

T

The un10n=-repub11c is the second type of Sov1et m1mstry.

Unlike the All-Union,: the union-republic ministriés have sub=. i« ...:

ordinate or counterpart union=republic ministries in one or more :

of the Soviet republics. The union-republic Ministries of Com= . .. .

munications and of Agriculture, for example, have s_ubordm_ate .
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ministries in all 15 Soviet republics. The basic purpose of this type
- of ministry is to provide a less centralized administrative setup
with more operational control exercised by repuBlic-bperated--agen—
cies, so as to improve the operation of the industry concerned and’
to achieve a better utilization of local resources. = o -

The third category is the republic ministry. These minis-
tries are roughly similar in most republics and usually handle such
functions as education, social insurance, local industry, and com- -
munal economy. The republic ministries have no counterpart on
the national level and are only members of the councils of ministers
of their respective republics.. The authority of this form'off‘niinistry
was enhanced by the Soviet decree on decentralization of 30 May 1956,
in which one All-Union ministry (River Fleet) and two union-republic
- ministries. (Justice, and Autoimobile Transport and Highways) were
abolished at the national level. ‘A republic Ministry of the River Fleet
‘"was established in the RSFSR, with directorates to be formed-in o .
other republics where appropriate. The function of ope rating the _ %
legal institutions and authorities of justice was turned over to the
republic ministries of justice (in effect, the union-republic Ministry -
‘of Justice's counterpart ministries in the ‘republics were transformed,

- by this decree into republic ministries). Presumably, functions =

of the former Ministry of Automobile Transport and Highways which

do not deal with roadbuilding (there is now a Chief Diréctorate: of Road-
%uilding attachéd to: the Council of Ministers, USSR) 75/ have been:.
taken over by the republics. . - R o

Cc. - Changes in Ministerial Status.

Since early 1954 the status of 12 All-Union ministries has
been changed to union-republic*; one unions=republic ministry (Road-
building). has been changed into a chief directorate attached to the
Council of Ministers, USSR; and two union-republic ministries (Justice
and. Automobile Transpoft and Highways) have been abolished at the

- national level. In this period of time, no union-republic rrﬁnistry
- was changed to All-Union. The ministries ‘changed from All-Union: ;»*"‘?
to union-republic status are Communications, Ferrous Metallurgy, %

*. See Appendix B.
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Nonferrous Metallurgy, .the Coal Industry, .the Petroleum Industry,,
Geology and. :Mineral Conservation, Construction, Construction-of
Metallurgical and Chemical Industry Enterprises, Higher Educa- -
tion,. Paper-and Wood: ‘Processing, Procurement.(now Grain -Prod-. .
ucts), and Constructmn of Coal Industry. Enterprises, -The stated
reasons for the change in the status of these ministries were to
further the- development of the repubhcs, to decentralize- and
streamline the central governmental apparatus, and to.solve some::
of the longstand1ng problems in certam functions and areas of. the
tmns ‘were £ea81b1e because there are 1ncreasmg numbers of T
.experienced managenal and techmcal persc onnel now-at the . repubhc
‘level. 77/ :

: _ Some add1t1ona1 factors were 1nvolved in the change to union- .
;,lrepubhc status of the Ministries of Commumcatlons Ferrous Metal-
lurgy, Nonferrous Metallurgy, -and the Petroleum Industry, -as. follows:

: The M1mstry of Commumcatmns was converted mto a . ..
umon—repubhc ministry in. December 1954 after two internal re-.
- -organizations had been undertaken in-1953 and. 1954 for the pur- : .
pose.of consohdatmg and simplifying the organizational structure. 78/
One reason: given for the change was that the Ministry was over=.
-, centralized to such a. degree that itsv®ver-all operational eff1c1ency
suffered. 79/ One;of the weaknesses criticized was the lack of.
authority glven to "authonzed agents' -- the top commumcatmns
officials in each republic. For example, kray and oblast direc-
torates of communications were controlled directly from Moscow -
instead of being made subordinate to the authorized agents of their
respective -republics.: 80/ Other structural and operational defi-
ciencies of.this M1mstry included. inflexibility in supplemental .
financing and confusion of chains of command in personnel ma.na.ge-

.. ment, 81/

, The change in the status of the Mnustry of Commumcatmns ap-
parently was.caused largely by the realization that the communications
séctor -of the economy had developed its techniques and capabilities to

the point where strict central control from Moscow could be partly _

».;22.,




relaxed. 82/ Under the new setup the union-republic Ministry in
Moscow w111 still exercise direction in all important matters, but
it will delegate to the repubhc counterpart ministries minor. ‘ ad-
ministrative duties, such as organization of the lower level units .
and control of the day-to- day operations of local enterprises and
facilities. Personnel complaints, requests for housing and trans-
fers, and many of the duties previously performed by the authorized
agents will be assumed by the republic ministries. 83/ The change
in the Moscow Mlmstry s status led to the delegatmn n of minor ad- .
. ministrative functions to the republic ministries. The maintenance
of centrahzed operational control is essential because the trunk-
line facilities of the: communications system intersect all of the

: A‘pohtlcal boundaries of the country. Centralized control also is

important from the point of view of national strategic policy, the
need for standardmatlon of system and procedures, and the re-
quu'ement of umform manpower training.

: The two mmstnes in the metallurgmal mdustry were also
changed to union-republic status because of criticism.of overcentrah-
. zation. Following the conversion of the All-Union Ministries of
Ferrous Metallurgy and Nonferrous Metallurgy to. umon-repubhc
“status in February 1954, a subordinate Ukrainian Mlmstry of Fer-
rous Metallurgy and a Kazakh Ministry of Nonferrous Metallurgy
were established. - - :

-

Before thzs change the metallurg1ca1 1ndustry was hlghly
centrahzed, thh the Ministry in Moscow supervising many details
of the activities of its field units.- Rela.twely minor matters, such
as the failure of a plant to receive reducers for washing machmes
from another plant, the lack of a specialist in a certain plant, and
a request to detach workers were all referred to Moscow for solu-
tion. 84/ 1"" ' * - = — - |
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The estabhshment of subordinate’ M1mstr1es of Ferrous
Metallurgy, ‘Coal, Communications, Paper and Waod Processs
ing,and the L1ght and Textile Industries in the Ukraine has 1mproved
‘management and planning and financing practices by reducing the .
staffs of the Ukralman Counc11 of M1msters and of local manage=f oL
ment. 86/ S i P e RN

"Thus new un1on-republ1c m1mstr1es a.nd some subordlnate
or counterpart repubhc m1mstr1es have’ been created; Bulgamn
stated that": many subordmate units in various industries (¢oal; tim-
ber, oil,” iron, steel, meat-packing, da1ry products, textiles, food
building matena.ls, and motor and communications fac111t1es) had
been transferred from central to repubhc Jur1sd1ct10n and that over :
11, 000 enterpr1ses had been placed under repubhc Jur1sd1ct10n in
recent years. 81/ These measures have brought about some’ de1e=
gation of decision- mak1ng power which in turn should stimulaté
local initiative and more realistic planning and f1na.ncmg of lower s

_level managenal units, thus expandmg and’ 1mprovmg certam
. *features of the economy .

IV. Azerbaydzhan Mm1stry of’ the Petroleum Industry as ‘an. Example
o j of the Recent Reforms

Serious shortcom:mgs in the ma.na.gement of the Azerbaydzhan
petroleum industry were a major factor in the decision to change
~the Ministry of the’ Petroleum Industry, USSR, from All-Union to
uniorn-republic status and to establish a counterpart Ministry of
the Petroleum: Industry in Azerbaydzhan 88/ Sufficient’ mforma‘
tion exists on‘this reorganization to develop a case study which is +
believed to be reasonably descr1pt1ve of the operatlons and ob3ec=5- '
tives of recent Sov1et managenal reforms. S oo

A Orgamzatlon 'of the Petroléeum lndustry in Azerbaydzhan
Before Creatlon of the New M1mstry %

T

o Before the new M1mstry of the Petroleum Industry in"" "
Azerbaydzhan was established, “the various units of the petroleum o

* See Figure 4, 'following P. 24.
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industry in that area were supervised by several organizations
which were on about the same administrative level. Each of these
organizations was subordinate to the All-Union Ministry of the
Petroleum Industry, USSR, and reported directly to a chief direc-
torate in Moscow. The Azerbaydzhan Refining Association (Aznefte-=
zavody), for example, controlled all refining activities in Azerbaydzhan
and was directly subordinate to the Chief Directorate of Refining
(Glavneftepererabotka) of the M1mstry of the Petroleum Industry, ,
USSR. Thirteen refineries and plants and the. Azerbaydzhan Petro- .
- leum Refining Construction Trust (Azneftezavodstroy) were subord1-
nate to Azneftezavody. . Similarly, the old Azerbaydzhan Petroleum
Association (Azneft‘),w}uch directed field activities in oil explora-
" tion and extraction, was subordinate to the Chief Directorate of
Extraction in Western Areas (Glavzapadneftedobycha), in Moscow.
Subordinate units of Azneft“included organipations-or Assoacidtions’for
Offshore Extraction (Azmorneft'), Exploration (Aznefterazvedka.), »
Construction (Azneftestroy), the Offshore Construction Trust '
(Azmorneftestroy) ‘the Electrical Installation Trust (Aznefte- . :
elektromontazh), and 13 petroleum trusts. The petroleum trusts:
cons1sted of o:.lﬁelds and so- -called 1ndependent agenc1es. * 89/

Several other ad.mmmtra.twe organs in. Aze rbaydzhan had the
same relationship to the Ministry of the Petroleum Industry, ‘USSR,
as Azneftezavody and Azneft!.. They included the Petroleum Machine-
Building Trust (Azneftemash), whmh was suborchnate to the Chief

-Directorate of Petroleum Machine-Building (Glavneftémash); the
Territorial Construction Directorate (A.zterupravlemye), which was
subord1nate to the Chief Directorate of Petroleum Construcuon A
(West) (Glavazpadneftestroy) the Gas Trust (Azga.z), which was sub-
ordinate to the Chief D1rectorate for Gas (Glavneftegaz), and the

* In this d.15cuss1on. Azneftezavody and. Azneft' ha)we' been 'descubued
in some detail in order to illustrate the general orgamzatmna.l pattern
of the oil industry in that area.. The fact that other orgamzatmns ‘
have not been described in similar detail is not intended to indicate ,
that they were adm1mstrat1ve1y mfenor or subordmate to the above.
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Technical’ Supply Trust’ (Aztekhsnabneft ), wh1ch was subord1nate to -
the Ch1ef D1rectorate for Techmcal Supply (Glavtekhsnabnefti) 90/

_ “Under this system, assocratmns, d1rectorates and trusts 1n
Azerbaydzhan were subordmate to d1fferent ch1ef d1rectorates in
Moscow, and managenal coord1nat10n wa’s poor at both the central
and the repubhc levels. An add1t10na1 comp11cat1ng factor was ‘the
existence of three 1ntermed1ate adm1n1strat1ve levels between the _Z'_j -
All-Union M1mstry of the Petroleum Industry, USSR, ‘and the oil-
fields in Azerbaydzhan 91/ Thls cumbersome structure resulted '
in obvious 1neff1c1ency ‘Some” trusts, although, in charge of only -

lor2 oilfields, engaged'in so much administrative work that’ thelr fleld

operatlons had to be reduced ~ The subordlnate oilfields and’ pla.nts
in turn experlenced an exceed1ng1y heavy adm1n1strat1ve burden, o
espec1ally Wwith respect to reportmg and’ accountlng 92/ Trust and
o11f1e1d staff and production off1c1als spent an 1nord1nate amount of
time in negot1at10ns for local serv1ces prowded by umts subord1n te
to different superv1sory agenc1es These difficulties’ were further ‘
aggravated by frequent changés in orders from chief dlrectora.t '
in Moscow. The Chief Directorate of Petroleum Machirne- Bu11d1ng,'“'
for example, reportedly changed 1 plant's productlon schedule 12
t1mes in the f1rst 6 months of 1954 93/ ’

Orgamzatron of the Azerbaydzhan M1mstry of the Petro
1eum Industry ’ :

The Azerbaydzhan Mrmstry of the Petroleum’ Industry was"'f' '
estabhshed 1n May 1954 and was made responsrble for all orgamza- _

in that area in“an attempt to Temedy the condition des cr1bed above:’ 94/

The organizations formerly in charge of refining and industrial-ma-.
chlnery became chief’ d1rectorates of the néw M1n1stry, and new C
“'Chief D1rect0rates for Inland Extraction’ (Glavazneftedobycha) and
Offshore’ Extractmn (Glavazmorneftedobycha) were set up to super-= -
vise extract1on activities.  Thé latter two d1rectorates took over ™
the 13 petroleum trusts and prospectmg trusts which were formerly

subordinate to Azneft'-and reorganized them into field directorates. 95/
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The former Azerbaydzhan Territorial Construction D1rectorate
retained the samé designation under the new Ministry and now . ..
supervises the Offshore Construction Trust (Azmorneftestroy),
the Refinery Constructmn Trust (Azneftezavodstroy) and the
'Bu11d1ng and Assembly Trust. 96/ Finally, several former .
‘organizations were converted to D1rectorates for Petroleum
Sales, Capital Construction, Geology, Workers' Supply, Tech-
nical Supply, and’ Technology. 97/ :

C. Operatmnal Changes Under the New M1mstry.

~ The changes in Azerbaydzhan s1mu1taneously centrahzed
authority in that area under .the local Ministry of the Petroleum
Industry and decentralized to that Ministry some of the control -
previously exercised from Moscow. . This pattern illustrates an
underlying concept of the reform program -~ that strong local.
authority is a necessary condition for the relaxatmn of -control
from the center. .In line ‘with this concept, the reorganization in
-Azerbaydzhan abolished parallel operating levels, ‘established
clearer lines of subordination, amalgamated or: e11m1nated various
'constructmn organizations and supply offices,. reduced adminis~
trative staffs, and greatly simplified the relations between service;
staff, and producing organizations.. 98/ Moreover, at least six
- former associations and trusts, mcludmg Azneftezavody (now
Glavazneftezavody), which prevmusly reported to as many chief
directorates in Moscow, now formally report only to the Azerbayd-
: ;haanmtry, swhich in: tirn:reports.to thé parent. umon«republic
Ministry of the Petroleum Industry, USSR, in Moscow or to ap-
propriate chief directorates of the latter. - Local administrative
respon51b1l1ty was thus umﬁed and a more rational. structure wa,s.
crea.ted : - :

By July 1954 the Azerbaydzhan Mxmstry was in full 0pera-
tion. 99/ Soon it began to assert its right to be the. channel through

which administrative questions concerning units of the Azerbaydzhan

petroleum industry should pass.
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Thus a relat1vely sat1sfactory d1v1s1on of planmng respon51b1l1n
t1es between .central ‘and repubhc author1t1es apparently is be1ng
achieved i in the Azerbaydzhan petroleum 1ndustry By S1mpl1fy1ng -
plan’ deta1ls ‘the Moscow Ministry has confined its comntrol largely to
1mportant quest1ons of- pol1cy and to reg1ona1 plan allocations of =
national tota.ls° Local planmng activities and'thosé problems which”
relate more to’ operatlonal cons1derat1ons thah to broad plan targets
now are handled 1ncrea81ng1y by the Azerbaydzhan M1mstry. This '~
" ’M1n1stry, v with the cons ent of the repubhc Counc11 of M1msters and
the central planmng agenc1es, may change pla.ns approved for sub- "
i_ordma.te units (up to a limit of 10’ percent of the plan for, petroleum

products set for the republic’ as a whole) w1thout formally chang1ng
1ts plan or budget 108/

The planning of supply programs was also S1mp11f1ed by the
general management reforms introduced in the USSR. | |

AS a result of the necessity for central allocation of resources e
in the USSR, the Chief Directorate of Supply of the Moscow Minis- . ' §
try has continued to play the major role in procurement activities. ' 3
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Sales activities also, continue to be centralized.
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_D_e‘cent;falijzatibi‘l has not prbved to be a panacea, ‘howe\'rer,; R
and-.criticism of the managerial situation in the area continued for .- -
some time after the establishment of the new Ministry. 127/ Never-
theless, the 1955 Plan-fulfillment atouncements in the Azerbaydzhan
petroleum ‘indixs‘try indicate that real progress had been made, - In- -
December 1955 the Azerhaydzhan Minister of the. Petroleum Industry
announced triumphantly.that in 1955 all branches of the industry had
reduced production cos'ts”b,elow the planned level -- in_ the first 11 .
months of the year,costs had been reduced by 48 millioh rubles. He.
also indicaited. that t};é.plan for increasing labor productivity had been
“overfulfilled by 1. 4 percent -- an absolute increase of 7.percent .

over the 1955 level -- and that the annual plansiand Five Year Plans a}ready
had been fulfilled. 128/ Subs¢quent announcements indicated that .
~in the final tally the Ministry fulfilled its 1955 Plan for gross pro- .,:
duction by 103 percent and its plan for increasing labor productivity
by 101.7 percent. 129/ The Mirnister further stated that the short-
comings previously criticized had been rectified to a considerable
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extent. The formation of the- ‘Azerbaydzhan Ministry and the a.ccom‘=
panying measures to relax: centralization in management were un-
doubtedly 1mportant factors m these successes. ' e

V. Signiﬁcance of the= Reforms-.

The steps thus: far undertaken to improve manageérial efficiency
indicate 'a recognition by Soviet leaders that effective managerial re-
form in a centrally planned economy calls for a basic reexamination
of the division of responsibilities between the various levels of the
administrative hierarchy and not merely piecemeal efforts to correct
isolated deficiencies. The specific measures adopted have repre-
sented a rational approach to the problem of improving the system of
industrial planning and administration. Considerable progress has
been made with respe.ct to simplification of economic plans and % =
planning procedures, partial decentralization of adininistrative
responsibility and authority, and 1mprovement of the over-all’ or-=
ga.mzatmnal structure. . =i C R

Available evidence indicates that the planning reforms intro-
duced since 1953 have been implemented in several important re-
spects. * The simplification of the national plan and the concomitant
reduction in the amount of detail referred to the central authorities ™
haveinconsiderable measure been c2¥ried through. This 'sifnlilifiea-
tion at each level has been accompanied by:a correspond1ng transfer
of planning functions and responsibilities from hlgher to success1ve1y
lower administrative levels. =~ Although the" assmnptmn of add1t10na1
planning powers by the ministries was realized by 1955, progress:
toward increasing the role of the enterprise in:planning has been
slower: : Only in the formulation of the 1956 Plan were there md1ca.=-‘ :
tions that enterprises were working out details of annual techmca1-=
industrial-financial plans on’'their own responsibility.  There is - =
also.evidence that some use was made of the new rlght of enter- "
prises to-participate in the drafting of Five Year Plans when the
‘Sixth Five Year Plan was prepared. ' The actual 1nﬂuence exerted '
by enterpnses however, was st111 rather neghglble. EREE
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Developments in decentralization of operational control have
paralleled those in planning. Increased freedom of action was f1rst
manifested on the ministerial level and took the form of greater .
control over-the scheduling of production and the disposition of ,
resources. It was not until early 1955, however, that firm progress
was made toward increasing the powers of enterprise directors.
During the remainder of the year the latter were given more freedom
in directing production operations. They may now, within specified
limits, change technological processes, alter internal tables of or-
ganization, carry wage funds over into subsequent plan quarters,
spend working capital for capital repairs, dispose of surplus ma-
terials and supplies, and accept independent purchase orders from
other enterprises and organizations. The reforms already intro-
duced and those now in the offing are expected to improve the whole
structure of enterprise management.

Reorganization of the ministerial structure in several Soviet
industries since 1954 has also improved the internal management
of the industries. This has resulted in simpler and more rational
organizational structures, more clearly defined responsibilities
in ministerial chains of command, a limited decentralization of
the Moscow-centered decision-making power, and a general reduc-
tion of administrative costs. Industrial management has measurably
benefited by these changes. -

The most important single organizational innovation has been
the conversion of 12 ministries from All-Union to union-republic
status. Its announced j purpose was to "bring administration closer
to production" by decentralizing a number of ministerial functions
and establishing responsible centers of administrative authority in
the republics. In line with this, policy, ministries have been estab-
lished in republics which are important production centers for the
industries concerned. This has resulted, at least to some extent,
in reductions in the supervisory apparatus of the Moscow ministries
and in greater freedom of operational action for lower level manage-
ment.
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© The various managerial reform measures undertaken in the

USSR are expected to result in increased productivity as demon- : =
strated by the rise in output of the Azerbaydzhan petroleum in- -
dustry following the limited ministerial decentralization in’ that °

-republic, ..

«h
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APPENDIX B

MINISTRIES . CHANGED FROM ALL- -JUNION - TO UNION- REPUBLIC .S'I‘ATUS

IN THE, USSR 131/

' !954 56
Repu‘qlics with
Date of Change Ministry Counterpart Ministries

February 1954
February 1954
April 1954
-April 1954
- May 1954
‘December 1954
December 1954
August 1955
rJanuary 1956

January 1956

April 1956

May 1956

Ferrous Metallurgy
Nonferrous Metallurgy
Coal Industry
Construction
Petroleum Industry
Communications
Higher Education

"Paper and Wood Processing

Geology and Mineral Con-
servation

Construction of Metal—
lurgical and Chemical
Industry Enterprises

Construction of Gaal Indus-
‘try Enterprises

Procurement (now Grain
Products)

. -39 -

. Ukrainian

Ukrainian

Kagzakh. . .

Ukrainian
Belorussian.and Uzbek
Azerbaydzhan

All :

Ukrainian

‘Kazakh.: . ..

- Kazakhcand Ukrainian

Ukrainian
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APPENDIX C

METHODOLOGY

This report began with the:charting of Soviet objectives. in the
managerial reform movement. Within this framework the accom-
plishments of the movement were analyzed on the basis of both
official public announcements and covert intelligence sources. [ |

[
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APPENDIX D

GAPS IN INTELLIGENCE

.Several gaps exist in the available information concerning
recent Soviet managerial reforms. With respect to basic Soviet
policy, the deficiency is primarily a matter of detail. The general
character of the improvements already introduced or scheduled
is known, but information concerning many of the specific details
of policy directives is not yet available.

Information concerning the effectiveness of the managerial
reforms already introduced, however, is much less satisfactory.
Twelve ministries have been changed from All-Union to union-
republic status, but only in the cases of the communications and
the petroleum industries was concrete evidence available concern-

ing the operations of th created union-republic ministries.
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APPENDIX E

SOURCE REFERENCES

Evaluations, following the classification entry and designated
“"Eval.,'" have the following significance:

Source of Information Information

Doc;

HMEHUDOW

-~ Documentary.

A - Completely reliable
Usually reliable
Fairly reliable

- Not usually reliable
Not reliable
Cannot be judged

- Confirmed by other sources
Probably true

Possibly true

Doubtful

Probably false

Cannot be judged

U W N
]

"Documentary' refers to original documents of foreign govern-
ments and organizations; copies or translations of such documents
by a staff officer; or information extracted from such documents by

a staff officer, all of which may carry the field evaluatmn "Docu-

" mentary. "

' Evaluations not otherwise designated are those appearing.on
- the cited document; those designated "RR' are by the author of

this report.

No "RR'" evaluation is given when the author agrees

with the evaluation on the cited document.
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sxmm»up

00, 26 Apr 53. C. Eval. RR 3.~

FDD U-6840, 24 Jan 55, Improving and Perfecting
the State Adm1mstrat1ve Apparatus, - 6 9. OFF USE.
. Eval. RR 2. -

- FBIS, Dally Report (USSR and Eastern Europe)
‘Nov 54. OFF USE. Eval. RR 3.

Ibid., 26 Aug 54. OFF USE.  Eval. RR 3. :
State, Moscow. . Dsp 253, 16 Dec 54.- C Eval. RR 3.
Izvestiya, 17 Jul 54. U. Eval. RR 2.

State, Moscow. Dsp 253, 16 Dec 54, p. 2. C. Eval. RR 3.

(=" ‘FDD U-6840 (1, above), p. 6 10. U. Eval.-RR2.
Ibid., p. 11. U. Eval. RR2. .o :
Ibid., p. 5. U. Eval. RR 2.

B ;';; ;ar;y‘ leport (USSR and Eastern. Europe), »

Zz3 Nov 54. OFF USE. Eval. RR 3.

" .Ibid., 20 Dec 55. OFF USE: ' Eval. 'RR 3.

Joint' Committee on Slavic Studiés. Current’ D1gest of the
Soviet Press, vol 7, no 51, 16 Feb 56, p. 23-24. U.
. Eval.. RR 3. :
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10.

11. TIAT CIA7/RR TSM 231, Specific Personnel Reductions
at State Reserves and Trade Orgamzatmn Bases, 23 Dec 54.

TSE]

12. State, Moscow. Dsp 253, 16 Dec 54. . C. ~Eval. RR 3.

13. |j FDD Summary no: 698, Data-on USSR ‘Consumer

‘ - Goods Industries (no 3), 28 Oct 55, P 62 63 ~OFF. USE
Eval. RR 2. T
L1 13 Apr 55, p. 2-3. S. Eval, RR3
%@1.1\1155 U. Eval. RR 3. a

P N P

- 14.. New York Times, 26 Apr 56. U. Eval. RR 3. . .
.15, I:;B:L FBIS, Daily Report (USSR and Eastern Europe),
' ec 55.. OFF USE Eval. RR 3.
16. Ibid. "
17. Ibid., 14 Jul 55. OFF USE. Eval. RR 3.
T 18. % FDD Translation no 395, 4 May 55,-The System‘of
ational Economic Planning Indexes, p. -7. .OFF USE.: . P
Eval. RR 3. - . B
Davis, R.W. "'I’heReapprausal of Industry, " S_‘o_v1e_t »
Studies, vol 8, no 3, Jan 56, p. 316. U. Eval. RR 3.
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19.
20.

21.
22,

23.

24- : .‘.‘_' ’
250

26.
27.
28.

29.

30.
31.

52,7

33.

34.

FDD U-6840 (1, above),-p. 19. OFF USE. Eval. RR 2.
FDD Translation no 395 (18, above) p 7 8

OFF USE. Eval. RR 3.
FDD U-6840 (1, above), p. 19.- - OFF USE Eva.l. RR 2.
FDD Translation no 395 (18 above), p. 12 13 :
OFF USE. Eval. RR 3.
Ibid. , p. 11-12. OFF . USE. Eval. RR 3,
Ibid., p.:l11. OFF USE. Eval. RR 3.
Tbid.; p. 7-1l. OFF USE. Eval. RR-3.
Ibid., p. 9. OFF USE. Eval. RR 3.
Ibid. s Po 12. OFF USE. Eval. RR 3.
. FDD U-5003, 12 Nov 53, Strengthening the Apparatus
of Soviet State; Administration, p. 10. R. Eval. RR 3,
FDD Translatmnno 395 (18 above) p- 8 12 16.
USE. Eval. RR 3.

FDD U-6840 (1, above), p. 19 20. OFF USE

Eval. RR 2.

FDD Translation no 395 (18, above), p. 13

USE. Eval. RR 3, - - -‘ %
Ibid., p. 12, OFF USE. Eval. RR 3.
State, Moscow. Dsp no 200 27 Oct 55 OFF USE
- Kval. RR 3. '

"[il—xw—orsezm—rﬁabove), p- 19 20. OFF USE.
val. RR 2

" FDD Translation no 395 (18 above), P- 16
OFF USE. Eval. RR 2. :

“FDD U-7769, 30-Jan 56, Trammg Personnel in the
—r=~it of Initiative and Businesslike Methods, p 3.

OFF USE. Eval. RR 3. :
Dozortsev, V. A. "Pravovoye polozheniye- promyshlennogo
" predpriyatiya" (The Legal Position of the Industrial Enter-
prise), Sovetskoye gosudarstvo i pravo, no'8, 1955

p. 41-52. U. Eval. RR 2. :

. 55, :Pra.vda, 8 Aug‘u55.' U.- : Eval RR 3.

— |
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36. FBIS, Daily- Report (USSR and Easte rn Europe),
Supplement, pt 1, 5 Mar 56 OFF USE Eval ‘RR 3..
37. . A |
.38, ~FDD U-5840 (1, above), p- 17-18. OFF USE.
39. . FBIS Dally Report (USSR and Eastern Europe),
L Sup lement, pt 1, 5 Mar 56. U. _Eval., RR 3.

-40. FDD U-6840 (1, above), p. 18. OFF USE.
| Eval. RR 2.

41.

4. |

43,

44, y.Reporit USSR and Eastern Europe), . Eﬁ
' L Feb 56. OFF USE. . Eval. RR 3.

45, 29 Sep 55, p. 2. ¢/} _ Eva.l RR3
47, T FBIS, Dauly Report (USSR and Eastern Europe), o

= ul 55. OFF USE.. Eval. RR 3.
48, Ib1d., 14 Jul 55, OFF USE, . Eval. RR 3.

49. Davis, op. c1t. (18 abovey vol 8, no 3, Jan. 56 P- 318
' U. Eval. RR 3. :

50.
B A bove).
‘51, ozortsev, op c1t (34 above).
52. .. Ibid.
53, Ibld
. FDD U 7769 (33, above), P 1. OFF USE
val. RR 3. |
- State, Moscow. . Dsp 200, 27 Oct 55 p 1 OEE- USE.
. Eval. RR 3. e .
54. Dozortsev, op. cit. (34, above)
55, Ibid

Pravda, 8 Aug 55. U. Eval. RR__z.'
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56.

Dozortsev, op. cit. (34 above)
‘:i Prawda, ‘8 Aug 55.° U. - Eval, RR 2, -+«
57.°. Dozortsev, op. cit. (34, ‘above). che e L
58. Davis, op. cit. (18, above), p.-321. U. Eval. RR 3.
59. Ibid., p. 322. U. Eval. RR 3. R
60. Dozortsev,. op. cit. (34, abo’ve)-*” T
61. | | SRR R :
62. CIA. CIA/RR CSM 367, Soviet Irnplementahon of the Drive
for Automation, 12 Mar 56. . C. :
63. FBIS, Daily Report (USSR and Eastern Europe),
Lsu‘p‘plement, ‘pt I, 5-Mar 56. OFF USE Eval ‘RR 3.
64. Pravda, 19 May 55. U. Eval. RR2. - =
' Tbid., 13 Jun 55. U. Eval. RR 2.
Izvestlya, 19 May 55. U. Eval. RR 2. '
| FBIS, Daily Report (USSR and Eastern Europe),
10 Nov 55. OFF USE. Eval. RR"3.: ’ 3
Ibid., 14 Jun 55. OFF USE. Eval. RR 3.

Tbid., 14 Jul 55. OFF USE: Eval: RR 3. a s
¢+ Ibid. , 1. Dec 55.5 OFF USE.:: ~Eval, RR'3, - -7 ~ ’ TR
65. D FDD U- 7769 (33 above). p-~2 -3. OFF USE.
¢ .7 Eval{ RR'2;. ' '
66. FDD Summa.ry no 947, 1 Jun 56 OFF USE
T Eval.” RR#2. e
67. Sove skaya torgovlya, 23 Oct 54 U Eval: RR 2.
68. FBIS, Daily Report USSR and Eastern Europe),
<5 . 24 Feb 55, ‘OFF USE. - Eval. RR 3.- : "
69. FDD Summary no 698 (13 above)
70. id.

71. State, Moscow. . Dsp 75I, 26 Sep 55 OFF USE Eval. RR 2.
72. Pravda, 4 Jun 56... U.“Eval. Doc. =
3. T FBIS, Daily Report (USSR and Eastern Europe)

8 Feb 55." OFF USE. Eval. RR 3 o

- 50 -




74. FDD Summary no 698-(13, above)
75. . Pravda, 3 Jun 56. U..  Eval. Doc.
76. Ibid., 5 Jan 56. U.. Eval. RR 3.
j |; FBIS, Daily Report (USSR and. Eastern Europe), :
“eb 56, p. CC 37. OFF USE.. Eva.l RR- 3, ‘ s
. (Khrushchev speech) : FREE
OCI, Current Intelhgence Dlgest, 19 Feb 54, S
val. RR 2, '
717. Pravda, 3 Jun 56. U.. Ewal. Doc. :
78. CIA.. CIA/{ ]RR 90, Orgamzatmn and. Funct:lons of the.
Soviet Ministry of Commumca.tlons, 30 Dec 54, p. 81.
TS fom e -
79. Ibid., p. 84. -
80. Ibid., p. 2.
' |
81. |CIA CIlA RR 90 (78, above), p._Z -3, TS!
82. . CIA. CIA/RR CSM 242, Change in Status of the Ministry
. of Communmauons, USSR., 9 Feb 55, TS| |
83. == - — -
84. T --",,

- 85.
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86. ' FBIS, Da11y Report (USSR and. Eastern Europe),
Ty Jan 56. OFF USE. Eval. RR: 3 x

FDD Translation no 395 (18 above) p 9 OFF USE.
val. RR 2.
87. FBIS, Daily Report (USSR and Eastern Europe)
Feb 56. OFF USE. Eval: RR 2.7
Izvestiya, 10 Feb 56, p. 1. Y. Eval. ‘RR 2.
88. Bakinskiy rabochiy, 4 Aug 54 "U.- Eval RR 2:
Neftyanoye khozyaystvo, no-1, Jan 55, ‘U. - Eval. RR 2
Izvestiya, 5 Aug 54, p. 2. U. Eval.- 'RR 2. o

DYYXr 1 A7 A aTr o~ -

CIA. 1 Jun 55. “Ci"‘Eval. RR z.' :
89. CIA. 11 Jan 54.C." Eval. RR 2."
CIA. 10 Sep 53:* OFF USE. Eval. RR 2.

P

90. . Bakinskiy-rabochiy, 11 Apr 54. U. Eval. RR 2.

A

:91. ;;=.,.Neftyanoye khozyaystvo, no 1 Jan 55 U Eval RR 2.
92." Tbidi-+ - 5 ]
93. Ba.k1nsk1y raboch1y, 4 Aug 54 u: Eval RR 2 - 7;"‘
94. Pravda, 28 May 54. U. Eval. RR 2. o -
.95. Bak1nsk1y rabochiy, 19 May 55. U. Eva.l RR 2
- Ibid., 20 Oct 55. U. Eval. RR 27 |
Ibid., 4 Aug 54. U. Eval. RR 2’

Pravda, 12 Jan 55. U. Eval. RR- 2. v Co
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Neftyanoye khozyaystvo, no 1, Jan 55.  U. 'Eval. RR 2.
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125,
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FBIS, Daily Report (USSR and Eastern Europe)
c 54. OFF USE. Eval. RR 2.

Neftyanoye khozyaystvo, no 1, Jan 55, p 1- 12

U. Eval. RR 2.
Air, AFOIN. IR-1101-55, 22 Sep 55 p- 3-5. u. Eval. RR 3.

Ibid. ,
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IR-1236-55, 20 Dec 55, p- 2-3. U. Eval RR 3.
FBIS, Daily Report (USSR and Eastern Europe),
ec 55. OFF USE. Eval. RR 2.
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131.

Ibid., 10 Jan 56. OFF USE. Eval. RR 2.

Ibid., 6 Feb 56. OFF USE. Eval. RR 2.

q;L FBIS, Daily Report (USSR and Eastern. Europe),
eb 56. OFF USE. Eval. RR 2.

Ibid., 14 Jul 55. OFF USIlil. Eval. RR 2.

Pravda, 3 Jun 56. U. Eval. Doc.

Izvestiya, 10 Feb 54, p. 1. U. Eval. RR 2. o
D%}SD Summary no 301, 10 Dec 54, Data on USSR

State, Moscow. T 1529, 10 Mar 55. OFF USE. Eval.

Extractive Industries. C. Eval. RR 2.
FBIS, Daily Report (USSR and Eastern Europe),
7 May 54. OFF USE. Eval. RR 2.
Ibid., 3 Jan 55. OFF USE. Eval. RR 2.
Thid., 16 Aug 55. OFF USE, Eval. RR 2.
Ibid., 19 Jan 56. OFF USE. Eval. RR 2.
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Pravda, 28 May 54. U. Eva.l RR 2.
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